Money and bank credit by anonymous
MONETARY POLICY continued to be ex-
pansive in 1962. Reserves were readily avail-
able to commercial banks, and their loans
and investments outstanding rose $19 bil-
lion, a record amount for the postwar period.
With credit generally in large supply, long-
term interest rates declined somewhat de-
spite rather strong financing demands. Short-
term rates rose slightly over the year and in
early 1963.
An exceptionally rapid expansion in time
and savings deposits at commercial banks,
influenced by the rise in interest rates paid
on such deposits early in the year, contrib-
uted to the growth in bank credit. The active
money supply—privately held currency and
demand deposits—rose moderately, with the
growth concentrated in the last few months
of the year. The money supply increased
somewhat on the average in January 1963,
while time and savings deposits expanded
rapidly.
FEDERAL RESERVE OPERATIONS AND
BANK RESERVES
In 1962, as in other recent years, the Fed-
eral Reserve had to take both domestic eco-
nomic expansion and the state of the balance
of payments into account in its policy de-
cisions and operations. To facilitate domestic
economic growth, it supplied reserves in
ample volume to member banks. But it sup-
plied them in ways that kept downward pres-
sures on short-term interest rates at a mini-
mum and which moderated incentives to
outflows of volatile short-term capital. For
instance, open market operations continued
to be conducted throughout the maturity
range of U.S. Government securities. Over
the year the System's net acquisitions of Gov-
ernment securities totaled $1.9 billion, of
which $1.8 billion were issues maturing
in more than a year. These were concen-
NOTE.—Monthly averages of daily figures. Total reserves
adjusted are seasonally adjusted and are based on actual fig-
ures for the period beginning with Nov. 1962 when the latest
change in reserve requirements became effective. In order to
eliminate the effects of differences in reserve requirements in
earlier months, figures for those months were constructed by
taking the sum of actual excess reserves and a figure for re-
quired reserves obtained by applying Nov. 1962 reserve require-
ments against demand and time deposits by class of bank.
Excess reserves and borrowings of all member banks at F. R.
Banks. Latest figures, Jan., preliminary.
trated in the 1-5 year maturity range. The
Treasury also purchased longer-term Gov-
ernment securities for its agency and trust
accounts and helped to maintain upward
pressures on short-term interest rates by
raising most of the new cash it needed
through the sale of Treasury bills.
Tn other actions, the Board in late Octo-
I 15
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ber and early November lowered from 5 to
4 per cent the reserves that member banks
are required to maintain against savings and
time deposits. This action released about
$780 million of reserves in anticipation of
the banking system's large seasonal need for
reserves in the closing months of the year.
Such reserves would otherwise have been
made available through open market opera-
tions, principally purchases of Treasury bills
because the volume of buying would have
been large. Thus, the action kept some down-
ward pressures off short-term interest rates.
Meanwhile, the cost of reserves borrowed
by member banks from Federal Reserve
Banks—the discount rate—remained at 3
per cent. The cost of borrowing reserve
funds through the Federal funds market rose,
however. Early in the year the Federal funds
rate—the rate of interest on excess reserves
that banks lend mainly to each other—was
generally well below the discount rate, as it
had been in the last part of 1960 and in
1961. In the latter part of 1962, though, the
Federal funds rate was generally at or only
slightly below the discount rate as demand
for reserve funds rose relative to the supply
of excess reserves that commercial banks
were willing to lend.
Actual total reserves of member banks
declined slightly in 1962. However, after
adjustment for the reserves released by the
reduction in time deposit reserve require-
ments, total reserves rose about $700 mil-
lion. This was more than in most other
recent years, after adjustment for reserve re-
quirement changes, but somewhat less than
in 1958 or 1961. Nevertheless, the greater
increase during 1962 in time deposits, which
require much smaller reserves than demand
deposits, contributed to a growth in total
bank credit that was larger than in each of
the two earlier years. Reserve growth occur-
red mainly in the spring and autumn, after
changing little in winter when inflows to
time and savings deposits were at their peak.
Federal Reserve actions added enough to
member bank reserve availability to more
than offset the impact of other factors that
drained bank reserves in 1962. An unusually
large outflow of currency into circulation,
amounting to $ 1.1 billion, absorbed reserves,
and so did a continued decline in the U.S.
gold stock, which amounted to about $950
million on a monthly average basis.
With ample reserves available from Fed-
eral Reserve operations, member bank bor-
rowings from Federal Reserve Banks gener-
ally stayed near minimal levels except in
midsummer and again late in the year. In the
meantime, member banks' excess reserves
fluctuated but changed little on balance. As
a result, their net free reserves—excess re-
serves less borrowings—fluctuated between
$370 million and $470 million on a monthly
average basis after the early part of the year
and then declined in December. In January
1963 free reserves averaged $385 million.
During the whole course of economic ex-
pansion since the early 1961 cyclical trough,
bank borrowings have been much lower than
excess reserves. This has reflected the ample
supply of funds to banks relative to the de-
mand for bank credit. Another considera-
tion, though, is the fact that yields on 3-
month Treasury bills and on Federal funds
were below the discount rate for most of the
period, which limited the incentive for mem-
ber banks to borrow from Federal Reserve
Banks when they experienced temporary re-
serve deficiencies.
TIME AND SAVINGS DEPOSITS
The ability of commercial banks to extend
credit last year was enhanced by the un-
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usually large inflow of funds to time and sav-
ings deposits. About $15 billion, net, flowed
into such deposits in 1962. This increased
the volume outstanding by 18 per cent, the
largest increase for any postwar year.
The volume of time and savings deposits
responded quickly to the higher interest
rates offered by commercial banks early in
the year, after the ceiling on these rates was
raised as of January 1. After the first quarter
the rate of increase slowed and returned to
a rate just above that of 1961, when it was
13 per cent. Late in the year and in early
1963 growth in these deposits accelerated.
The temporary character of the rapid
first-quarter increase seems to indicate that
it may have been caused to a certain extent
not by new saving, but by consumers and
businesses shifting the types of assets they
held, or would otherwise have held, in re-
action to the higher interest rates at com-
mercial banks. The distribution of the in-
crease in time and savings deposits between
passbook savings and other time deposits
provides a basis for evaluating to what ex-
tent this was true, not only in the first quarter
but also throughout the year.
A part of the greater increase in time and
savings accounts during the first quarter
was additional passbook savings of indi-
viduals. Net inflows of such funds remained
high throughout the year, although taper-
ing off from first-quarter rates. Only a
small part of the increase in passbook sav-
ings accounts, either in the first quarter or
later, seemed to represent funds diverted
from closely competitive assets such as sav-
ings and loan shares or deposits in mutual
savings banks. In the aggregate, funds flowed
into those institutions in record volume dur-
ing the year, although there were areas of
the country in which inflows to such institu-
tions were affected by increased competi-
tion from commercial banks. To the extent
that there was a diversion of funds from
other assets into savings deposits at com-
mercial banks, it would appear to have been
more a movement away from marketable
securities and demand deposits.
INDIVIDUALS, PARTNERSHIPS
AND CODPODATIONS
NOTE.—Weekly reporting member banks in leading cities-
Foreign includes deposits of foreign governments and official
institutions, central banks, and international institutions. Tolal
includes deposits of U. S. Govt., domestic and foreign com-
mercial banks, and mutual savings banks, not shown sepa-
rately. Latest figures, Jan. 30.
Most of the increased inflow to time and
savings deposits in the first quarter was ac-
counted for by a sharp increase in time de-
posit accounts of individuals, partnerships,
and corporations following a decline in the
fourth quarter of 1961. Business funds con-
stituted a substantial, if not the major, por-
tion of this shift, although individual savers
also apparently increased funds held in these
accounts. Funds placed in time deposits
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might otherwise have been left in demand
accounts or invested in Treasury bills or
other short-term market instruments. There
were apparently large declines in business
demand deposits in the first half of the year,
after allowance for seasonal variation, while
business acquisitions of Federal obligations
were moderate.
After the first quarter of 1962 the net
flow of funds into other time deposits fell
off. In late October and November there
was a relatively large increase in time de-
posits of foreign governments and official
institutions in response to the raising of in-
terest rates at some banks after Congress
exempted such deposits from interest rate
regulation for a period of 3 years beginning
October 15. Rates were apparently raised
mainly on deposits maturing within 3 months
so that the deposits would be competitive
with securities of the shortest term.
In summary, there may have been some
diversion of funds to time and savings de-
posits from marketable securities by in-
vestors and from demand deposits, especially
early in the year by businesses and individual
holders having larger balances than cur-
rently needed. There may also have been
some small diversion to commercial banks
of funds that would otherwise have gone into
savings and loan associations.
Such shifts among assets as did occur,
however, were within the context of an en-
larged flow of financial saving. In particular,
individuals acquired an estimated $41 bil-
lion of financial assets of all types in 1962.
This was about 20 per cent more than in
1961, with growth in time and savings de-
posits accounting for the bulk of the rise.
At the same time, there was a rise in con-
sumer borrowing. Nevertheless, the margin
of funds available from consumers to other
sectors of the economy continued to be large.
MONEY SUPPLY
The privately held money supply increased
by about 1.5 per cent over the year, about
the same as the average annual rate for
the past 10 years. The increase was con-
centrated in the last quarter, when the an-
nual rate of rise was 8 per cent. Earlier, the
money supply had declined slightly, in part
because of the strong rise in time and sav-
ings deposits early in the year and in part
because of a larger than usual build-up in
NOTE.—Seasonally adjusted. Money supply, semimonthly
averages of daily figures. Money supply consists of (1) demand
deposits at all commercial banks, other than those due to
domestic commercial banks and the U. S. Govt., less cash
items in process of collection and F. R. float; (2) foreign
demand balances at F. R. Banks; and (3) currency outside
the Treasury, the Federal Reserve, and the vaults of all com-
mercial banks. Turnover, monthly, of demand deposits except
interbank and U. S. Govt., at 343 centers outside New York.
Latest figures, Jan., preliminary.
U.S. Government deposits, which reached a
peak in early summer. Government deposits
generally remained high until early fall,
when they began to be drawn down. The en-
suing decline in Government deposits, to-
gether with strengthened demand for bank
Federal Reserve Bulletin: February 1963MONEY AND CREDIT IN 1962
loans, contributed to growth in the privately
held money supply over the last few months
of the year.
With growth in demand deposits moder-
ate over the year, and with strong public
preference for other liquid assets, existing
demand deposits were used more intensively
to support growth in income and transac-
tions in the economy. The turnover of money
at 343 reporting centers outside New York
City rose, and in the fourth quarter of 1962
it averaged about 8 per cent higher than in
the last quarter of 1961.
COMMERCIAL BANK CREDIT
Most of the rapid growth in bank credit dur-
ing 1962 was in loans. In consequence, the
loan-deposit ratio for all commercial banks
rose during the year, and at the year-end was
close to 57 per cent, or just slightly below the
recent peak in mid-1960.
Bank holdings of State and local govern-
ment securities grew by an unusually large
amount, as banks stressed longer-term and
higher-yielding investments in an effort to
increase earnings in the face of the persistent
rise in time and savings deposits at the higher
interest rates. Holdings of U.S. Government
securities declined slightly on balance, in
sharp contrast to 1958 and 1961, when a
rapid expansion of total bank credit included
substantial growth in holdings of U.S. Gov-
ernment securities. In those years demand
for bank loans was not so strong, and banks
were rebuilding liquidity.
Loans. Outstanding business loans of
banks rose by more than $4 billion during
1962. or 9 per cent, which was twice as
much as in the year before. Business demand
for bank loans was strongest in the second
half of the year. Borrowing by public utilities
was large; outstanding loans to durable
goods producers declined much less than
they usually have in the last 6 months of







NOTE.—Based on data for Dec. 31. Figures for 1962 esti-
mated. Interbank loans excluded.
recent years; and loans to retail and whole-
sale trade concerns rose more than usual.
The strength of demand in the second half
can be explained only partly by business de-
velopments. Inventory accumulation, for in-
stance, was slight, and expansion in eco-
nomic activity was comparatively slow
with employment and industrial production
changing little. Unexpectedly large sales of
autos and other durable goods, especially in
the fourth quarter, however, may have in-
creased the need for bank loans. But finan-
cial conditions also seem to have influenced
business bank loan demand. Some corpora-
tions may have substituted bank credit for
capital market financing because they found
more favorable terms at banks or because
they expected a further decline in long-term
market rates of interest.
Banks were very active in the mortgage
market last year as they sought higher earn-
ings through longer-term investments. Real
estate loans increased by $4 billion, more of
an increase than in other postwar years.
Consumer loans of banks increased mod-
erately during the year in line with the gen-
eral increase in the demand for consumer
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credit. Loans for purchasing or carrying
securities also increased, especially early in
the year during Treasury financing opera-
tions and again in December. In that month,
U.S. Government security dealers were fi-
nancing an unusually large inventory of
securities.
Securities. Bank holdings of non-U.S. Gov-
ernment securities, principally State and lo-
cal government issues, rose a record $5.3
billion. This was another sign of their em-
phasis on longer-term investments. In mak-
ing portfolio adjustments they also showed
a preference for longer-term U.S. Govern-
ment issues. They were generally net sellers
of securities maturing within a year, while
they added on balance to their holdings of
longer-term issues through participation in
Treasury financings and through market
purchases. Passage of time, however, brought
some existing U.S. Government security
holdings into the "within 1 year" category,
which in part offset the effect of market sales
and redemptions on short-term holdings for
the year as a whole.
The ratio of banks' liquid asset holdings
—Government securities maturing within a
year together with net free reserves—to de-
mand deposits fell in the last few months of
the year, partly because of the spurt in loan
demand and partly because of continued ef-
forts by banks to lengthen maturities of
security holdings. At year-end the ratio was,
at 16 per cent, still high by standards of re-
cent years and only 1 percentage point lower
than at the end of 1961.
INTEREST RATES
The heavy inflow of saving to commercial
banks and to savings institutions contributed
to a decline in long-term rates of interest
last year. The impact of banks' concentra-
tion on longer-term investments fell most
directly on yields on State and local govern-
ment securities, especially in the first few
months of the year. Interest rates on mort-
gages also came under some downward pres-
sure, as there was a large supply of mort-
gage funds not only from commercial banks
but also from savings and loan associations
and mutual savings banks, which invest the
bulk of their funds in mortgages.
Rates on U.S. Government intermediate-
and long-term issues also declined, as did
high-grade corporate bond yields. The latter
fell to some extent in sympathy with the de-
clines in other long-term rates but also be-
cause of a decline in corporate demands for
new long-term funds.
The general downward movement of
long-term bond yields contrasts with a small
advance in short-term rates. This diverse
NOTE.—Monthly averages. Treasury bills, market yields on
3-month bills. Corporate and State and local govt. bonds,
Moody's Investors Service. U.S. Govt. bonds, issues maturing
or callable in 10 years or more. Bank prime rate, rate charged
by large banks on short-term loans to business borrowers of
the highest credit standing. Latest figures shown, Jan.
Federal Reserve Bulletin: February 1963MONEY AND CREDIT IN 1962 121
movement of long- and short-term rates was
influenced in part by Treasury and Federal
Reserve actions and by banks' portfolio pref-
erences. Although short-term rates were
firm, bank and other short-term credit was
available in ample supply to meet domestic
short-term financing demands.
In fact, with conditions in credit markets
generally easy, nonfinancial sectors of the
economy raised a record $58 billion of
short- and long-term funds last year. This
was about 25 per cent more than in 1961.
The highest previous year was 1959 when
the comparable figure was $53 billion. In
general, funds were in ample supply last year
to sustain economic expansion, with com-
mercial banks taking an especially active
role in meeting the nation's financial needs.
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